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Abstract:  Although most people, when asked, express a preference for democracy, they also 
prefer polities that offer a higher standard of living to those that do not.  Since some 
democracies perform very badly on the second criterion while some non-democracies perform 
very well, the perception of a tradeoff between the two has emerged.  These apparent tradeoffs 
actually say very little about the relative virtues of democracy and autocracy.  Instead, they 
point us to two questions: why do some democracies do much better than others in improving 
the standard of living of their citizens? and why do some non-democracies do better than 
others?  This note outlines answers to the first question and the important role played by the 
presence of political market imperfections.   
 
DISCLAIMER:  The findings, interpretations, and conclusions expressed in this paper are 
entirely those of the author and do not necessarily represent the views of the World Bank, its 
Executive Directors, or the countries they represent. 
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Political Market Imperfections, Clientelism and the Quality of 
Democracy 
 
Most people, when asked, express a preference for democracy.  However, they also prefer 
polities that offer a higher standard of living to those that do not.  Unfortunately, the two do 
not always go together:  some democracies perform badly on the second criterion while some 
non-democracies perform well.  Some conclude from this observation that a tradeoff exists 
between democracy and economic development.  In fact, we can infer little about the relative 
virtues of democracy and autocracy from this comparison because democracies and non-
democracies each comprise highly heterogeneous groups of countries.  Instead, the observation 
prompts us to ask why some democracies do much better than others in improving the 
standard of living of their citizens, and why do some non-democracies do better than others.  
The focus of this note is on the first question and on the following answer:  in democracies 
plagued by political market imperfections, the incentives of even fairly-elected politicians to 
pursue the broad public interest are limited.   
Though the essential ingredients of economic development are much-debated, 
government policies are at the center of most of them.  Do governments provide public goods 
that promote economic development, such as education and infrastructure?  Do they protect 
or predate on property rights?  Do they enforce contracts even-handedly or selectively?  Do 
they regulate in the public interest or to benefit special interests?  Are government decisions 
transparent and predictable or capricious?  Are officials faithful stewards of public resources or 
do they divert substantial resources to their private use?  In short, do governments over-
emphasize policies targeted to favored constituencies, including government officials 
themselves, at the expense of non-targeted or public goods (including the enforcement of 
property rights and contracts)?   
Policy differences among poor democracies and non-democracies  
Table 1 summarizes policy differences among poor and rich democracies and poor non-
democracies.  Poor democracies and autocracies make remarkably – or unfortunately – similar 
policy choices, while the choices in both differ sharply those of rich democracies.  Both poor 
democracies and autocracies provide few public goods, not only those that place large demands 
on the government budget, such as secondary school education or roads and other 
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infrastructure, but also regulatory practices that do not:  days in customs and days to enforce a 
contract are higher, while the rule of law is low (and lowest among poor democracies).  
Bureaucratic quality, which could reflect either the arbitrariness of a bureaucracy (which is not 
sensitive to budgetary considerations) or bureaucratic capacity (which is), is low in both poor 
democracies and autocracies.  Corruption is high in both poor democracies and poor 
autocracies. 
The converse of under-provision of public policies is over-provision of targeted or 
selective policies that benefit narrow interests.  In the case of the rule of law or bureaucratic 
quality, one immediately follows from the other:  if law enforcement and the defense of 
property rights, or bureaucratic decision making, are skewed to benefit only a few, then by 
definition the public goods of rule of law and bureaucratic quality are under-provided.  Other 
evidence of targeted policies is less direct, though still persuasive.  One common type of 
targeted public policy is the provision of jobs in the public sector, or patronage employment.  
Where this is particularly high, wages paid to public sector employees should amount to a 
larger fraction of national income.  This ratio is larger in younger democracies (though not 
poorer democracies), where credibility problems are more pronounced.  The most plausible 
interpretation of this is that budget resources that could flow to the provision of public goods 
instead finance patronage. 
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Table 1:  Poor democracies act like poor non-democracies 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Note:  Corruption, Bureaucratic Quality and Rule of Law from Political Risk Services, International Country Risk 
Guide.  All other indicators from World Development Indicators, The World Bank.  Table reprinted from Keefer 
(2007b). 
 
Table 1 suggests that one policy failure that does not seem to matter is the one most 
often emphasized in the democracy/autocracy literature:  excessive tax rates to fund broad 
redistribution from the rich to the poor.  Despite a large public finance literature pointing to 
the incentives of poor citizens to vote for redistribution away from the rich, there is little of 
this in evidence in poorly performing democracies.   
Young and old democracies exhibit many of the same differences in policy choices as 
those observed in Table 1 (Keefer 2007a).  To a lesser extent, so also do core and new or 
prospective members of the European Union, roughly corresponding to the older and younger 
democracies of Europe.  Certain measures of public good provision, such as secondary school 
enrollment, are essentially the same across all these countries, not surprisingly.  However, the 
new members have a regulatory apparatus through which the public interest is less well-served:  
 Poor non-
democracies 
(#) 
Poor 
democracies 
(#) 
Rich 
democracies 
(#) 
Median consumer price inflation, %, 
2000 
3.91 (38) 4.31 (32) 3.12 (60) 
Days in customs 6.8 (15) 8.15 (16) 5.23 (17) 
Days to enforce a contract 410 (37) 416 (30) 331 (50) 
Total government 
expenditures/GDP, %, 1998 
.25 (21) .23 (21) .32 (38) 
Gross sec. school enrollment (% 
school age children enrolled), 1998 
39.8 (34) 45.7 (25) 95.8 (48) 
Paved roads/total roads, 1998 44.8 (11) 38.9 (14) 69.7 (22) 
Corruption (0 – 6, least corrupt = 6), 
1997 
2.7 (25) 2.9 (34) 4.1 (49) 
Bureaucratic quality (0 – 6, 6 = 
highest quality), 2000 
2.3 (28) 2.4 (30) 4.6 (51) 
Rule of law (0 – 6, 6 = highest 
quality), 2000 
3.7 (28) 2.9 (30) 4.6 (51) 
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days in customs are significantly higher, days to enforce a contract slightly higher, and 
bureaucratic quality lower.  Corruption is a more significant problem.  All of these suppress 
growth with no obvious offsetting benefits except, in all likelihood, to those connected 
individuals and firms who can exempt themselves from these costs and thereby extract 
competitive advantage.   
Table 2:  Policy differences within the European Union, 2006  
Note:  Corruption, Bureaucratic Quality and Rule of Law from Political Risk Services, International Country Risk 
Guide.  All other indicators from World Development Indicators, The World Bank.  “Core EU” are member states as 
of 1995, with the exception of Luxemburg:  France, Italy, Germany, Belgium, the Netherlands, Great Britain, 
Denmark, Irland, Spain, Portugal, Greece, Austria, Finland and Sweden. “Other EU” = Czech Republic, Estonia, 
Hungary, Croatia, Latvia, Lithuania, Poland, Romania, Slovenia, Slovakia, Ukraine.   
The costs of business licensing are much higher, again suppressing economic growth, but 
with more ambiguity about offsetting effects.  It is possible that when licensing costs are high, ex 
post regulatory costs are lower (e.g., if pre-license inspections reduce post-license inspections).  
The lower quality of bureaucracy and higher levels of corruption make it more likely, however, 
that costly business licensing, as well, delivers benefits to only a targeted minority.  The costs of 
firing workers have the most ambiguous relationship to economic growth.  Their biggest 
influence is on the distribution of rents between unemployed workers and firms, on the one 
 Core EU  New/prospective EU 
Days in customs 11.1  18 
Days to enforce a contract 522 537 
Corruption (0 – 6, least corrupt = 6), 1997 4.25 2.5 
Bureaucratic quality (0 – 6, 6 = highest 
quality), 2000 
3.6 3 
Costs of licensing (% of income/capita) 77.5 225 
Costs of firing a worker (% of income/capita) 29 24 
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hand, and employed workers, on the other.  Compared to core EU member countries, new EU 
member countries appear to favor the former.  
The similarity of the policy choices that elected and unelected governments make in 
poor countries is not often recognized, but explain the doubts that  (sometimes self-serving) 
democracy skeptics raise about the benefits of democracy for the economic welfare of citizens.  
Of course, the fact that poor non-democracies do no better underlines that the table should 
provoke a spirit of inquiry rather than skepticism.  What explains the stark differences in the 
policy choices of poor and rich or young and old democracies?   
Political market imperfections and the lack of political credibility  
The answer that poor countries cannot afford to do better is unpersuasive.  First, many policy 
failures are cheap to fix; second, the differences also exist among young and old democracies, 
controlling for income (Keefer 2007a); third, poor people also place a high value on quality 
government services, such as education.  Nor does this mean that democracy is irrelevant in 
poor countries:  in poor democracies politicians expend much greater effort reaching out to 
and pursuing the votes of citizens.  What is surprising is that their policy decisions to facilitate 
this pursuit are often so similar to the decisions of politicians who confront no electoral 
pressures.  
A more persuasive explanation for policy similarities across poor democracies and 
autocracies emerges from a deeper understanding of how politicians compete for votes in poor 
democracies.  Under what conditions do citizens offer their support to particular candidates?  
What do citizens demand and what can politicians offer in exchange for that support?  Political 
markets are like economic markets and, like economic transactions, political transactions can 
also be disrupted when transaction costs are high.   
Two particular transaction costs – two key political market imperfections – are 
imperfect information and lack of credibility (Keefer and Khemani 2005).  When citizens lack 
information about how politician decisions influence their welfare, they cannot punish politicians 
for performance failures nor reward them for success.  Politicians have correspondingly weaker 
incentives to exert effort on citizens’ behalf.  Moreover, because many non-targeted or public 
goods provided by government (such as education or health or even water) are rife with 
complexity and difficulties in measuring quality and costs of production, it is particularly with 
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respect to public goods that government performance in information-poor environments can 
suffer (Mani and Mukand 2007).   
The lack of political credibility is the second main political market imperfection that 
explains the distortions in the policy choices of poor democracies.  When political challengers 
cannot credibly promise to do better than poorly performing incumbents, incumbent 
motivation to exert effort on behalf of citizens again weakens.  Moreover, as Keefer and Vlaicu 
(2008) argue, the lack of credibility leads politicians to prefer narrowly targeted policies and 
rent-seeking to broad public good provision.  Knowing that the ability to make credible 
promises confers an electoral advantage over competitors who cannot, but also knowing that 
building credibility is costly, politicians first make promises to the narrow groups to whom they 
can most cheaply make credible commitments.  They can choose to invest resources directly to 
make credible appeals to narrow segments of population, or to mobilize through patrons – key 
individuals who can make credible promises to citizens (clients) when politicians can’t.  In either 
case, they end up pursuing policies often referred to as clientelist – favoring personalized 
exchanges with individual voters or small groups of voters.  In the latter case, however, where 
politicians rely on patrons, political development is retarded:  politicians never begin the 
process of reaching out directly to voters to make credible promises to them. 
Information itself is a good that well-performing governments provide.  For example, 
school districts in Western democracies offer thorough information on school quality and 
student achievement that is largely unavailable in poorer democracies.  This note therefore 
focuses on the credibility problem, a political market imperfection that potentially explains the 
lack of information, as well.  The empirical results in Keefer (2007) point to the broad 
relevance of credibility; the precise  pattern of policy performance of young democracies – 
fewer public or non-targeted goods, more private, targeted goods and more rent-seeking – is 
most persuasively attributed to the relative inability of political competitors to make credible 
promises to broad constituencies in younger democracies.  On the one hand politicians acquire 
credibility as voter experience with politicians increases; on the other non-credible 
democracies are less likely to become old in the first place, as poor performance makes them 
vulnerable to regime replacement.  In fact, 19 democracies slipped below the threshold for 
competitive elections after 1986, after having only six years of continuous competitive 
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elections, on average (compared to 27 years, on average, for all 52 countries with competitive 
elections in 1987). 
Figure 1:  The partial effect of years of continuous competitive elections on 
corruption (based on estimates in Keefer 2007a) 
 
Figures 1 and 2 examines policy choices under democratic episodes. It illustrates the 
effects of electoral experience on country policy choices, controlling for income per capita 
during the democratic episode, land area, total population, and the fraction of the population 
that is rural or young.  The effects are those associated only with the continuous years of 
competitive elections after controlling for these outcomes.  Roughly interpreted, Figure 1 
indicates that democracies with twenty years fewer than “average” years of continuous years of 
democracy is associated with 2/3 of a point lower score on the six point Political Risk Services 
International Country Risk Guide measure of corruption and twenty years more than “average” 
is associated with 2/3 of a point higher score.   Across the same 40 year span, gross secondary 
school enrollment is approximately 10 percentage points higher.   
Figure 2:  The partial effect of years of continuous competitive elections on 
secondary school enrollment (based on estimates in Keefer 2007a) 
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Figures 1 and 2 portray governments that do not provide public goods and do not 
refrain from rent-seeking, the traditional picture of non-accountable governments.  
However, elected officials even in poorly performing democracies work hard to attract votes; it 
is puzzling, therefore, that they would do nothing for citizens.  Figure 3 provides some 
systematic evidence that addresses the puzzle:  through the provision of narrowly targeted 
policies, in this case government jobs.  If government employment is an important targeted 
policy, then we would expect public sector wages as a fraction of GDP to be higher in 
countries where politicians are less credible and rely more on narrowly targeted promises, as in 
Figure 3.   
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Figure 3:  The partial effect of years of continuous competitive elections on public 
sector wages/GDP (based on estimates in Keefer 2007a) 
 
Figure 3 demonstrates that, over the same forty year difference in years of continuous 
competitive elections, there is approximately a two percentage point difference in the 
“average” public sector wage bill, weighted by GDP.  However, in this case, the wages are 
higher the shorter is the democratic episode.  It is, therefore, not the case that governments in 
younger democracies are necessarily less accountable, but rather that they can only be held 
accountable for certain policies:  those that target benefits to narrow groups of citizens. 
Political parties and civil society  
Political parties are the main vehicle through which politicians make broadly credible promises.  
In many cases, political parties are simply a device through which charismatic politicians or 
politicians at the top of a clientelist pyramid run for office.  In other cases, parties control 
redistributive machinery that wrest clientelist exchanges from individual politicians and link 
them instead to activism on behalf of the party.  Finally, parties may make credible 
programmatic promises to voters.  Programmatic parties solve two problems simultaneously.  
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On the one hand, they attract voters who prefer the programmatic policy stance of the party:  
non-credible parties cannot attract such voters.  Politicians are more likely to pursue 
programmatic policies – which include the provision of public policies aimed to improve the 
broad public interest – when those policies are the subject of credible pre-electoral 
commitments. 
On the other hand, programmatic parties force politicians to take collective 
responsibility for public good provision by the party.  If the party fails, politicians cannot 
costlessly defect from the party and set up a new party, since they will no longer be able to 
attract the voters who prefer the credible programmatic stance of the party.  Parties built 
around a party machine also solve this problem: politicians cannot easily escape the 
consequences of the party’s failure in office, since those who leave the party lose the ability to 
make credible clientelist promises that the party itself is able to make.  However, because the 
machine party is built on a clientelist base, it is less likely to provide public goods.   
Poorly performing democracies tend to have neither programmatic parties nor party 
machines.  Observing political parties in Pakistan, Bangladesh, the Philippines or the Dominican 
Republic, one observes neither the programmatic parties of Germany, France, Great Britain or 
the United States, nor the party machines of the PRI in Mexico or the Peronists in Argentina.  
Keefer and Vlaicu (2008) describe the contrasting experiences of Great Britain and Dominican 
Republic, the first of which expanded the franchise in the presence of political competitors with 
well-known programmatic differences (Whigs and Tories), while prior to democratization in 
the Dominican Republic, no political discourse or debate of any kind was allowed.  Preliminary 
work, using information from the Database of Political Institutions to classify parties as 
programmatic or not, suggests that that countries with programmatic parties are more likely to 
provide public goods, less likely to focus on targeted goods and are less corrupt.  
Table 3:  Party differences within the European Union 
 Core EU New/prospective 
EU 
Median party age (years) 58 8.7 
Median age, main government party 54 9 
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Percent main government, main 
opposition parties “programmatic” 
100 59 
Party fractionalization .66  .77 
Note:  Party variables from the Database of Political Institutions (Beck, et al. 2001).  See Table 2 for list of EU 
countries.  
 
Core and new members of the European Union differ strongly in whether they exhibit 
programmatic political parties or not.  Table 3 first compares the two groups of countries with 
respect to party age.  Older parties, like older democracies, are more likely to be associated 
with broadly credible programmatic promises.  Not surprisingly, parties are much older in core 
EU than in new member states.  More surprisingly, considering the ideologically-charged 
reforms that followed the collapse of communism, only 59 percent of the main parties in the 
new states are programmatic compared to all parties in the core member states.  Because 
programmatic parties (and party machines) are less in evidence in new member states, the costs 
of leaving a party and establishing a new one are low.  The last row of Table 3 indicates one 
consequence of this:  party fractionalization in the legislature (the probability that two 
randomly-selected members of the legislature belong to different parties) is somewhat higher in 
the new members. 
The importance of political parties raises questions about the role of civil society in 
improving democratic performance.  Political market imperfections provide a lens through 
which to evaluate this role and points to a much different strategy regarding the promotion of 
civil society than is usually contemplated.  One line of thought, for example, holds civil society 
to be the linchpin of democracy and gives little attention to political parties, even judging parties 
to be a contributor to the problems of democratic accountability rather than the solution.  The 
foregoing summary suggests that political parties are too heterogeneous to make general 
characterizations of their role, but insists that programmatic parties, in particular, can solve 
political market imperfections that stand in the way of democratic accountability.   
Civil society organizations can also mitigate political market imperfections.  This is most 
clear in the case of information.  Civil society organizations like Transparency International or 
the Public Affairs Centre in Bangalore (responsible for introducing the concept of citizen report 
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cards into the accountability toolbox) can provide information to citizens about what decisions 
politicians have made and how those decisions affect them.  This information is most useful 
when politicians are bound together in programmatic parties, however, since in non-credible 
political environments citizens cannot turn to challengers who can credibly promise to do 
better, and the ability of individual politicians to escape responsibility for broad public policy 
failures is high.  In the case of information, then, civil society organizations can improve the 
performance of the political system, but their contribution is contingent on the overall 
conditions of electoral competition in a country.  While the information role of civil society is 
frequently broached, the contingent nature of its contribution to accountability is less often 
discussed. 
Through their information function, civil society organizations can also mitigate the 
credibility failures that obstruct accountability.  They can increase the credibility of politician 
commitments by providing credible information about politician performance, overlapping with 
the discussion above.  They can also inform politicians that voters are mobilized around 
particular issues.  In a multi-dimensional issue space, voters who care most about education or 
other public services are often unable to credibly demonstrate to politicians that they will 
collectively vote against politicians whose performance in these areas is poor.  Civil society 
organizations, by mobilizing citizens around particular issues (even with information devices 
such as surveys of citizen satisfaction with public service performance), can solve this problem.   
In both cases, again, the efficacy of civil society activities is greater when programmatic 
political parties are in evidence.  However, one final way in which civil society organizations can 
solve political market imperfections is by substituting for political parties by directly advancing 
candidates for office.  In many cases, civil society organizations have greater ability to make 
credible commitments to citizens than do political parties.  Civil society organizations and their 
close cousins, non-governmental organizations, often provide citizens with information credit, 
or education on a more predictable, transparent basis than the government.  They often have a 
broad national network and a strong grassroots presence.  In these respects, civil society 
organizations fulfill many of the requirements of a programmatic political party.  Even when, as 
is unfortunately often the case, the organization’s founder continues to exercise strong control 
over the organization, the organization can make more credible promises to citizens broadly 
than can a political party that is similarly organized around a single dominant personality. 
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Direct participation in the electoral process by civil society organizations is often not 
encouraged.  The imperative of correcting political market imperfections, however, suggests 
that such a view should be revisited.  The importance of programmatic political parties and our 
lack of knowledge about how to encourage their emergence suggests a broader consideration 
of the role of civil society in political development. 
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